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TITLE20. COMMERCE, BANKING, AND INSURANCE
CHAPTER 6. DEPARTMENT OF INSURANCE

ARTICLE 6. TYPES OF INSURANCE CONTRACTS

R20-6-604. Definitions
The definitionsin A.R.S. 8 20-1603 and this Section apply to R20-6-604 through R20-6-604.10.

“Actual lossratio” meansincurred claims divided by earned premiums at ratesin use.
“Actuarially equivalent” means of equal actuarial present value determined as of a given date with
each value based on the same set of actuarial assumptions. When used in this Article in reference to
rates and coverage, “actuarially equivalent” means a rate or coverage that is actuarialy determined to
yield loss ratios of 50% for credit life insurance and 60% for credit disability insurance.

"Credit insurance" means credit life insurance, credit disability insurance, or both, but does not
include any insurance for which thereis no identifiable charge.
“Earned premiums’ means earned premiums at primafacie rates and earned premiums at ratesin use.
"Earned premiums at primafacie rates’ means an insurer’s actual earned premiums, adjusted to the
amount that the insurer would have earned if the insurer’s premium rates had equaled the prima facie
rates in effect during the experience period.
"Earned premiums at ratesin use" means the premiums that an insurer actually earns on the premium
rates the insurer charges during an experience period.

“Evidence of individual insurability” means information about a debtor’ s health status or medical
history that a debtor provides as a condition of credit insurance becoming effective.
"Experience” means an insurer’s earned premiums and incurred claims during an experience period.
“Experience period" means a period of time for which an insurer reports income and expense
information on the insurer’ s credit insurance business.
“Final adjusted rates’ means the primafacie rates referred to in R20-6-604.04 and R20-6-604.05,
subject to any deviations approved under R20-6-604.08.

“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.



“Identifiable charge” means a charge for credit insurance that isimposed on a debtor with credit
insurance but not on a debtor without credit insurance, and includes a charge for insurance that is
disclosed in the credit or other financial instrument furnished to the debtor, which setsforth the
financial elements of a credit transaction, and any difference in finance, interest, service charges, or
other similar charges made to adebtor in like circumstances except for the debtor’ s status as insured or
noninsured.
"Incurred claims"' meansthe total claims an insurer pays during an experience period, adjusted for the
change in the claim reserves.
“Net debt” means the amount necessary to liquidate a debt in a single lump-sum payment excluding
unearned interest and other unearned finance charges.
"Plan of credit insurance" means an insurance plan based on one of the following rate and coverage
categories:
Credit life insurance, other than on revolving accounts, including joint and single life coverage,
decreasing and level insurance, and outstanding balance and single premium;
Credit life insurance on revolving accounts;
Credit life insurance on an age-graded basis;
Credit disability insurance, other than on revolving accounts, including outstanding balance and
single premium, and each combination of waiting period and retroactive or non-retroactive
benefits;
Credit disability insurance on revolving accounts, including each combination of waiting period
and retroactive or non-retroactive benefits.
“Preexisting condition” means a condition:
For which a debtor received medica advice, consultation, or trestment within six months before the
effective date of credit insurance coverage; and
From which the debtor dies, in the case of lifeinsurance, or becomes disabled, in the case of disability
insurance, within six months after the effective date of coverage.
“Prima facie adjusted loss ratio” means incurred claims divided by earned premiums at prima facie

rates.



"Primafacie rates' means the rates established by the Director as prescribed in R20-6-604.03.
“Reasonableness standard” means the requirement in A.R.S. § 20-1610(B) that an insurer’ s premiums
for credit insurance shall not be excessive in relation to the benefits provided under the policy.

“Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness for a
debtor’ s remaining term of indebtedness, times the number of hundreds of dollars of remaining

indebtedness.

R20-6-604.01. Rightsand Treatment of Debtors
A. Creditor Obligations.

1. Multiple plans of insurance. If acreditor makes more than one plan of credit insurance
available to debtors, the creditor shall inform each debtor of each plan for which the debtor is
eligible and of the premium and charges for each plan.

2. Substitution. If acreditor requires a debtor to have credit insurance as additional security for
adebt, the creditor shall inform the debtor in writing of the debtor’ sright to obtain alternative
coverage as prescribed in A.R.S. § 20-1614 before the |oan transaction is compl eted.

3. Remittance of premiums. If acreditor adds an insurance charge or premium to a debt, the
creditor shall remit the insurance charge or premium to the insurer within 60 days after it is
added to the debt.

B. Creditor and insurer obligations regarding insurance on refinanced debt.

1. If adebt isdischarged because the debtor refinances the debt before the scheduled
maturity date, the creditor shall notify the insurer that issued the credit insurance on the
discharged debt.

2. Aninsurer shal not issue any credit insurance that covers the refinanced debt with an
effective date preceding the termination date of the insurance on the original debt.

3. Theinsurer issuing the coverage on the discharged debt shall refund to or credit the
debtor with all unearned insurance charges or premium according to R20-6-604.06.

4. If adebtisrefinanced, the effective date of the policy provisionsin any new insurance

covering the refinanced debt shall be the first date on which the debtor became insured



under the previous policy. An insurer may apply any new exclusion period or preexisting

condition limitation only to the portion of the new loan that exceeds the previous loan.

C. Required policy provisions.

1.

Termination provisions for group policies. A group credit insurance policy shall provide for

continued coverage of debtors covered under the policy if the policy terminates, as follows:

a. For apolicy with asingle premium payment, or any other payment method that prepays
coverage for more than one month, a provision requiring continued insurance coverage
for the entire period for which the premium has been paid; and

b. For apolicy with a monthly premium payment, a provision requiring the insurer to send
the debtor a termination notice at least 30 days before the effective date of termination,
unless an insurer is issuing replacement coverage in at least the same amount, without
lapse of coverage.

Maximum aggregate provisions. A provision in anindividual policy or group certificate that

sets a maximum limit on total claim payments shall apply only to that individual policy or

group certificate.

D. Creditor and insurer obligations when debtor prepays debt.

1. Except asprovided in subsection (D)(2), if adebtor prepays adebt in full, any credit

insurance covering the debt shall terminate on the date of prepayment. The creditor and
insurer shall refund to or credit the debtor with any unearned premium according to R20-6-
604.06.

If adebt isfully prepaid because of the debtor’s death or any other lump-sum credit insurance
payment, a creditor or insurer is not required to refund premium for the coverage under which
the lump sum was paid.

If aclaim under credit disability coverage isin progress at the time of prepayment, the
insurer:

a. May calculate the refund asif the prepayment did not occur until the end of the period for

payment of benefits, and



b. Isnot required to refund premiums for any period for which credit disability benefits are
payable.

E. Benefits payable on revolving account. If adebtor is paying for credit insurance coverage on a
revolving account and dies, the insurer shall pay a benefit amount equal to the amount of
indebtedness outstanding on the date of death. The insurer may exclude preexisting conditions
occurring within six months of any advance on the revolving account, running separately for each

advance or charge.

R20-6-604.02. Satisfying the Reasonableness Standard

A. An insurer shal comply with al requirements of A.R.S. § 20-1610 regarding premium and
insurance charges.

B. An insurer may satisfy the reasonableness standard in A.R.S. 8§ 20-1610(B) if the insurer's
premium rate develops a loss ratio of not less than 50% for credit life insurance and not less than
60% for credit disability insurance.

C. Whilein effect, the rates described in R20-6-604.04 and R20-6-604.05, subject to any deviations
approved under R20-6-604.08 are conclusively presumed to develop the loss ratios described in
subsection (B). For purposes of prospective effect, the Department may rebut this presumption by
disapproving or withdrawing approval for the rates as prescribed in A.R.S. § 20-1610.

D. Aninsurer may provide coverage other than the standard coverage described in R20-6-604.04 and
R20-6-604.05. An insurer that wishesto provide nonstandard coverage shall:

1. Filethe nonstandard coverage policy information as prescribed in A.R.S. § 20-1609, and

Demonstrate that the rates for the coverage are reasonably expected to develop aloss ratio of

not less than 50% for credit life insurance and not less than 60% for credit disability

insurance.

R20-6-604.03. Deter mination of Prima Facie Rates
A. The Director shall, by order, establish primafacie rates as prescribed in this Section.

B. At least once every three years, the Director shall:



1. Determinethe rate of expected claims on a statewide basis;

2. Comparetherate of expected claims with the rate of actual claimsfor the past three years
determined from the incurred claims and earned premiums at primafacie rates; and

3. If the Director determines that the prima facie rates require adjustment, issue a notice of
hearing and proposed order adjusting the actual statewide primafacie rates. The hearing date
on the proposed order shall be no earlier than 45 days from the date of the notice.

C. TheDirector shall mail a copy of the notice and proposed order to:

1. Eachinsurer that reported transaction of credit insurance on its annual statement immediately
preceding the date of the notice, and

2. Any other person who sends the Director awritten request for notice of proceedings to adjust
the primafacie rates.

D. Any person may submit written comments to the Director or appear at the hearing and provide ora
comments on the record. Written comments shall be received no later than the close of record date
specified in the notice of hearing.

E. TheDirector shall:

1. Consider written and oral comments; and
2. lIssueafinal order setting primafacie rates no later than 30 days after the close of record date

specified in the notice of hearing.

R20-6-604.04. Credit LifeInsurance Ratesand Provisions

A. Under the process prescribed in R20-6-604.03, the Director shall issue an order establishing prima
facieratesfor credit life insurance

B. The Department shall presume that an insurer meets the loss ratios prescribed in R20-6-604.02(B)
if the insurer uses the prima facie rates, subject to the requirements in this Section and R20-6-
604.08. Aninsurer may use the primafacie rates without filing additional actuarial support.

C. A credit lifeinsurance policy shall meet the requirements listed in this Section. The policy shall:



1. Provide coverage for death, by whatever means caused, to al eligible debtors, with or without
evidence of individual insurability for debtors that purchase coverage within 30 days of being
eligible;

2. Have no exclusions other than for:

a. Suicide within six months after the effective date of coverage, or

b. A preexisting condition;

3. Haveno age restrictions, except the following permissible exclusions:

a.  Anagerestriction providing that no insurance will become effective on a debtor on or
after the attainment of age 70 and that all insurance shall terminate on a debtor attaining
age 70; and

b. Anagerestriction for arevolving credit life insurance policy that:

i. Excludesaclass of debtors determined by age, or
ii. Providesfor termination of insurance or reduction in the amount of insurance when a
debtor reaches age 70; and

4. For insurance on revolving accounts, have the date on which an advance or charge occurs as
the effective date of coverage for each part of the insurance attributable to a different advance
or acharge to the plan account. Any exclusion period or preexisting condition limitation shall

run separately for each advance or charge.

R20-6-604.05. Credit Disability Insurance Rates and Provisions

A. Under the process prescribed in R20-6-604.03, the Director shall issue an order establishing prima
facierates for credit disability insurance.

B. The Department shall presume that an insurer meets the loss ratios prescribed in R20-6-604.02(B)
if the insurer uses the prima facie rates, subject to the requirements in this Section and R20-6-
604.08. Aninsurer may use the primafacie rates without filing additional actuarial support.

C. A credit disability insurance policy shall meet the requirementslisted in this Section. The policy

shall:



1. Provide coverage for disability, by whatever means caused, to dl eligible debtors, with or without
evidence of individual insurability for debtors that purchase coverage within 30 days of becoming
eligible

2. Include adefinition of disability that is no more restrictive than the following:

a.  For thefirst 12 months of disability, the inability of theinsured to perform the essential
functions of the insured’ s occupation; and

b. After thefirst 12 months of disability, the inability of the insured to perform the essential
functions of any occupation for which the insured is reasonably suited by virtue of education,
training, or experience;

3. Not include any employment requirement that a debtor be employed more than full-time on the
effective date of coverage, with adefinition of “full-time” as aregular work week of at least 30
hours,

4. Have no exclusions other than for disabilities resulting from:

a.  Normal pregnancy,

b. Intentionally self-inflicted injury, or

c. A preexisting condition;

5. For insurance on revolving accounts, have the date on which an advance or charge occurs as the
effective date of coverage for each part of the insurance attributable to a different advance or a
charge to the plan account. Any exclusion period or preexisting condition limitation shall run
separately for each advance or charge;

6. Haveno age restrictions, except the following permissible exclusion:

An agerestriction providing that no insurance will become effective on a debtor on or after
the attainment of age 65 and that all insurance shall terminate on a debtor attaining age 66;
and

7. Includeaprovision for adaily benefit of not less than 1/30"™ of the monthly benefit payable under

the policy.



R20-6-604.06. Refund M ethods

A. When refunding premiums as prescribed in A.R.S. § 20-1611, an insurer shall use the following
methods:
1. Forinsurance paid by a single premium, the Rule of Anticipation method; and
2. For insurance paid by other than a single premium, a method that refunds at least the pro rata

gross unearned amount charged to the debtor.

B. The Director may approve other refund methods similar to those described in subsection (A), that
are actuarially equivalent to the type of coverage the debtor purchased.

C. Aninsurer’srefund method may recognize adjustments to a daily basis for interest or payments if
the adjustments are consistent with the underlying credit transaction.

D. Aninsurer isnot required to refund any amount less than $5.

R20-6-604.07. Experience Reports
A. By April 1% of each year, an insurer that transacts credit insurance in this state shall file with the
Director an experience report, on aform specified by the Director, for each class of business that
the insurer transacts as provided in this Section.
1. Inthis Section, a“class of business’ means:
a  Credit unions;
b. Banks, savings and loan institutions, and mortgage companies;
c. Finance companies, small loan companies, and consumer lenders defined in A.R.S. § 6-
601(5);
d. Deders, including auto, truck, and boat dealers, retail stores, and other persons selling
financed goods; and
e. All other persons selling credit insurance not specifically listed in subsection (A)(1)(a)
through (d).
2. The report shall include the following information:
a.  Mode of premium payment,

b. Plan of benefits description,



o

Earned premiums,
d. Incurred claims,

e. Lossratios, and

—h

For credit life insurance, mean insurance in force.

B. For each day areport islate, the Director may assess a penalty as prescribed in A.R.S. § 20-223.

R20-6-604.08. Use of Prima Facie Rates, Rate Deviations

A. Useof rates greater than primafacie rates. Aninsurer may file for approval and use of any
deviated rates that are higher than the prima facie rates referred to in R20-6-604.04 and R20-6-
604.05 as prescribed in A.R.S. § 20-1610.

1. The deviated rates shall meet the minimum loss ratio standards and other requirements
prescribed by R20-6-604.02.
2. Thefiling shall specify the accounts to which the rates apply.
3. Therates may be:
a. Applied uniformly to all accounts of the insurer; or
b. Applied on an equitable basis approved by the Director to accounts of the insurer for which
the insurer’ s experience has been less favorable than expected.

B. Approvd period of deviated rates. Aninsurer may use adeviated rate for the same period of time as
the experience period used to establish the rate, not to exceed a period of three years from the date of
approva. Aninsurer may filefor anew deviated rate before the end of the approval period, but not
more often than once in any 12 month period.

C. Approva isnon-transferable. The Director’s approval of adeviated rate is not transferable to another
insurer. If an insurer acquires an account for which another insurer obtained a deviated rate, the
successor insurer may not charge the deviated rate without obtaining approva for the deviated rate as
prescribed in subsection (B).

D. Useof rateslower than filed rates. Aninsurer may use arate that isless than itsfiled rate without

notice to the Director.



R20-6-604.09. Supervision of Consumer Credit Insurance Operations

A. Atleast once every three years, an insurer transacting credit insurance in Arizona shall review the
credit insurance operations of each creditor with whom the insurer does business to ensure that each
creditor is complying with applicable credit insurance laws. The insurer shall review the following:
1. The creditor does not charge rates in excess of the primafacie rates or any deviated rates for which
the insurer obtains approval;
2. The creditor makes benefit payments as prescribed in the policy; and
3. The creditor refunds unearned premiums as prescribed in R20-6-604.06

B. Theinsurer shall maintain for the Director’s inspection awritten record of each review and action the
insurer takes to address any creditor noncompliance found by theinsurer, for at least three years

following the end of the review.

R20-6-604.10. Prohibited Transactions
A. Thepracticeslisted in this Section are deemed unfair trade practices under A.R.S. § 20-442. An
insurer that commits any of the following practicesis subject to penalties as prescribed in A.R.S. §

20-456:

1. Offering or providing a creditor with any specia advantage or any service not set out in either the
group insurance contract or in the agency contract, other than payment of commissions;

2. Agreeing to deposit with abank or financia ingtitution, the insurer’s money or securitiesasa
substitute for adeposit of money or securitiesthat the financial ingtitution would otherwise
require from the creditor as a compensating balance or deposit offset for aloan or other
advancement; or

3. Depositing money or securitieswithout interest or at alesser rate of interest than the creditor,
bank, or financia institution is currently paying on other similar deposits.

B. This Section does not prohibit an insurer from maintaining demand deposits or premium deposit

accounts that are reasonably necessary for usein the ordinary course of theinsurer’ s business.



